Purpose -The purpose of this paper is to examine the indirect effect of the International Financial Reporting Standard (IFRS) adoption in increasing the foreign investors' ownership through the improvement of comparability of financial statements. Design/methodology/approach -This study employs listed companies in 18 countries across Europe, Asia, Africa, and Australia with an observation period from 2003 to 2012. Unlike previous studies, this study uses a continuous variable to measure the level of IFRS adoption which is measured at the country level. This study includes countries that do not fully adopt the IFRS, partially adopt, make some delays in adoption or some modifications to IFRS. Findings -The results show that the level of IFRS adoption has a positive effect on the comparability of financial statements. The level of IFRS adoption indirectly increases the foreign investors' ownership through the comparability of financial statements. These results are consistent with proponents for IFRS adoption which argue that the adoption improves the comparability of financial statements that in turn attracts greater cross-border investment.
Introduction
International portfolio theory suggests that investors should diversify their investment across markets worldwide to maximise risk-adjusted returns (Sharpe, 1964; Stulz, 1981) . However, previous literature suggests that investors tend to underweight foreign investment portfolios (Kang, 1997) . This phenomenon is called "home country bias". Home country bias needs to be a concern because it limits the investors' ability to establish efficient capital allocation through the diversification of investment risk. It has been argued that home country bias is due to additional information processing costs about foreign companies (Ahearne et al., 2004; Yu and Wahid, 2014) .
One source of these additional information processing costs are differences in accounting standards. In response to this situation, the International Accounting Standard Board (IASB) aims to develop a single set of accounting standards that yield high-quality, transparent, and comparable information, which will be useful for investors in making investment decisions (Art. 2, IFRS Foundation Constitution, 2013; Tweedie, 2008) . Thus, the benefits of IFRS adoption can be obtained through increased transparency and comparability of financial statements. There have been numerous studies focussing on the benefits of the IFRS in improving the transparency of financial statements (Barth et al., 2008; Ashbaugh and Pincus, 2001) , while studies that focus on the comparability of financial statements are limited (Yip and Young, 2012; Kim et al., 2016) . Since countries are becoming borderless and capital markets are becoming more integrated, studies that focus on the comparability of financial statements are becoming more important.
Previous studies, such as the works of Covrig et al. (2007) , Lee and Fargher (2010) , Florou and Pope (2012) , and Yu and Wahid (2014) , have only examined the direct effect of IFRS adoption on foreign investments, while none has examined the indirect effect of IFRS adoption on foreign investments through comparability. The effect may be direct, indirect, or both. Those previous studies have found that IFRS adoption increases foreign ownership. It is still unclear whether the increase in comparability is one of the mechanisms [1] by which the IFRS indirectly increases foreign investments. Prior studies have partially examined the effect of IFRS adoption on comparability (Yip and Young, 2012; Brochet et al., 2013; De Franco et al., 2011) and the effect of comparability on foreign investors' ownership (DeFond et al., 2011; Bradshaw et al., 2004) . This research attempts to fill the gap by proposing and investigating whether improved comparability of financial statements is one of the mechanisms through which the benefits of IFRS adoption can be obtained in terms of increasing foreign ownership.
This study uses the increase in foreign institutional investors' holdings to proxy the increase in foreign investments, in line with previous studies (i.e. Covrig et al., 2007; Bradshaw et al., 2004; DeFond et al., 2011; Florou and Pope, 2012) . The proxy was chosen for two reasons. First, institutional investors are the primary users of financial statements: they rely on these statements and have the expertise to analyse them in depth when making investment decisions. Second, foreign investors should gain more benefit from IFRS adoption than local investors.
This study contributes to the growing literature about IFRS adoption in several ways. First, it attempts to demonstrate the mechanism for obtaining the benefits of IFRS adoption in reducing investors' home bias, i.e. through the comparability of financial statements. Second, it introduces a novel measurement that is more detailed in measuring the level of IFRS adoption instead of applying the discrete variable approach ("adopt" and "not adopt") used by previous studies (DeFond et al., 2011; Tan et al., 2011; Lee and Fargher, 2010) . Third, it covers not only EU countries but also countries in Asia, Africa, and Australia, so it will be better at capturing the variation of IFRS adoption outside the EU. This broader coverage will show the consistency of the benefits of IFRS adoption. Fourth, this study is most closely related to that of DeFond et al. (2011) , although it extends their study with some important 392 ARA 26,3 differences, as follows: it uses an output-based and firm-specific measurement of comparability, drawn from De Franco et al. (2011) , which is deemed to be more appropriate because it represents the qualitative characteristics of financial statements from the perspective of users, namely investors, who evaluate historical performance and predict future performance in their investment decisions; it uses a broader scope of institutional investors; and it covers IFRS adoption in countries outside the EU for a longer observation period.
This research is conducted on 35,899 firm-year observations from 18 countries across Europe, Asia, Australia, and Africa. The observation period is from 2003 to 2012. The unit analysis of this study is at the firm level, but the measurement of IFRS adoption is carried out at the country level. The results show that the level of IFRS adoption has a positive effect on the comparability of financial statements, and also has an indirect positive effect on foreign institutional investor ownership through the comparability of financial statements. The results also confirm previous studies that have found that the level of IFRS adoption has a direct positive effect on foreign institutional investors' ownership.
This research has implications for the IASB and the accounting standard setters in each country. The findings of the study are consistent with the aim of the IASB, which is to improve the quality of financial statements to increase cross-border investments. This study provides feedback to the accounting standard setters in each country regarding their decisions as to or not to adopt the IFRS as well as their strategies if they do adopt them.
This paper is divided into five sections. Section 1 explains the motivation, contribution, and objectives of the study. Section 2 provides a literature review and hypothesis development. Section 3 describes data and data sources, as well as the research design. Section 4 provides the empirical results and their analysis. The last section contains the conclusions and limitations.
2. Literature review and hypothesis development 2.1 Measuring IFRS adoption The need for an integrated capital market to improve the efficiency of capital allocation leads to the necessity for an international level accounting standard such as the IFRS. The IFRS has been adopted around the world, mainly to improve the quality of information for investors' decision-making. Financial information based on the IFRS is expected to be more transparent and comparable. Nevertheless, every country adopts the IFRS at a different level. Some countries adopt it in full, while some exclude some specific standards within the IFRS or make some modifications, and others delay the adoption of the IFRS.
The variation in IFRS adoption presents a problem for researchers in measuring the IFRS adoption level. The majority of previous research into IFRS adoption has measured the adoption level by taking into consideration IFRS adoption in the EU. This measurement applies a discrete variable that divides adoption into two levels: "adopt" and "not adopt" (DeFond et al., 2011; Tan et al., 2011; Kim and Shi, 2012) . Some other researchers have used a time dummy variable: "before" and "after" adoption (Yip and Young, 2012; Wang et al., 2012; Li, 2010) . The weakness of these measurements lies in their inability to measure the extent of adoption in each country accurately. This study attempts to overcome this weakness.
IFRS adoption, comparability, and foreign investors' holdings
The momentum of IFRS adoption has led to many studies on the benefits of IFRS adoption. Adoption of IFRS is expected to be beneficial to facilitate cross-border investment, improve the transparency of information, lower the cost of information, and reduce information asymmetry, which could lead to increase liquidity, competitiveness, and market efficiency (Ball, 2006) . The argument that the IFRS is beneficial is based on the assumption that in
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The adoption of IFRS comparison with the local accounting standards, IFRS adoption will provide superior information to market participants and will improve the comparability of financial statements across firms and countries in the same industry. About the benefits of the IFRS in facilitating cross-border investment, previous studies have shown that the adoption of the IFRS increases foreign investments in a company. IFRS adoption will improve the information quality and comparability of financial statements and thus increase investors' interest in investing in companies outside their home country. Previous studies regarding the direct effect of changes in accounting standards on investors' home bias have been performed by Kang (1997) and Bradshaw et al. (2004) . Meanwhile, Covrig et al. (2007) , Yu (2010) , Lee and Fargher (2010) , Florou and Pope (2012) , and Hamberg et al. (2013) focussed on the IFRS and found that IFRS adoption has a direct positive effect on foreign investments. These studies argue that the IFRS is more familiar to foreign investors and increases the quality of information provided to them. It reduces the information acquisition cost, which then attracts greater foreign investment.
Previous studies have not explicitly indicated that the effect of IFRS adoption on foreign investors' holdings is due to the improvement of financial statement comparability. A direct effect of IFRS adoption on foreign investments has been shown, while an indirect effect through the improved comparability of financial statements has not been demonstrated. In fact, considering that the IASB aims to achieve higher comparability of IFRS-based financial statements (IFRS Foundation, 2013) , the effect of IFRS adoption on foreign ownership is potentially achieved through the indirect effect of comparability.
Hypothesis development
Developing the hypothesis that the level of IFRS adoption has an indirect effect on foreign institutional investors' ownership through the comparability of financial statements, the study first develops arguments that the level of IFRS adoption has a positive direct effect on the comparability of financial statements.
2.3.1 The level of IFRS adoption and the comparability of financial statements. The application of the same accounting standards, such as the IFRS, can intuitively and has been proven empirically to improve the comparability of financial statements (Taplin, 2010; Krisement, 1997; Van der Tas, 1988) . However, improved comparability is not only due to the application of the same accounting standards. Nevertheless, the qualifications of the IFRS, which is a highly reputable set of International Accounting Standards and is known as principle-based accounting, do have an impact on improving the comparability of financial statements. Previous studies have found that IFRS adoption improves the comparability of financial statements (Yip and Young, 2012; Ortega, 2012; Brochet et al., 2013; Petaibanlue et al., 2015) .
Principle-based accounting standards like IFRS lead to a better comparability of financial statements compared to other accounting standards, such as rule-based standards. Principle-based standards use recognition and measurement principles that require management judgment in determining the appropriate accounting treatment. In contrast, under rule-based accounting standards, the accounting treatment is determined on the basis of specific criteria or rigid rules, which create the opportunity for management to design legal forms of transactions that support the implementation of accounting treatments which are desirable to the management but may not reflect the economic substance. Therefore, in rule-based accounting standards, different accounting treatments can be applied to transactions that have similar economic substance, or otherwise, similar accounting treatments can be applied to activities that have different economic substance.
Meanwhile, under principle-based accounting standards, the accounting treatment is determined on the basis of the economic substance of the transaction. Management uses 394 ARA 26,3 professional judgment in determining the accounting treatment that reflects the real economic substance of the transaction. Thus, with principle-based accounting standards, the recognition and measurement of transactions that have similar economic substance will use similar accounting treatments, and the recognition and measurement of transactions that have different economic substance will use different accounting treatments. IFRS adoption will improve the comparability of the financial statement by making things that are alike look alike and making things that are not alike look different. The extensive disclosures that are required by the IFRS will also improve the comparability of the financial statements by making the applied accounting treatment clearer and more understandable for comparison with other firms. Hence, the higher the level of IFRS adoption, the higher the comparability of financial statements. Thus, the first hypothesis is as follows:
H1. The level of IFRS adoption has a positive effect on the comparability of financial statements.
2.3.2
The level of IFRS adoption, the comparability of financial statements, and foreign investors' ownership. One of the major obstacles for investors in cross-border investment is the high costs of acquiring and processing information related to investment (Kang, 1997; Bradshaw et al., 2004; Covrig et al., 2007) . Likewise, according to the professionals, the main obstacle encountered when looking for investment opportunities abroad with a different accounting standard is the extra time needed to reconcile the financial statements (DeFond et al., 2011) . The perception among users, preparers of financial statements, auditors and regulators is that IFRS adoption will improve the comparability and the quality of financial statements, thereby increasing cross-country investment (European Commission, 2008) . Further, Wang (2014) argues that when the underlying measurement processes for accounting earnings are more correlated under the same accounting standard -i.e., when they are more comparable -investors can better harness value-relevant information embedded in the foreign firm's earnings signal. These perceptions and arguments are supported empirically by previous research showing that: the level of IFRS adoption reduces investors' home bias (Florou and Pope, 2012; Lee and Fargher, 2010; Yu, 2010) ; the level of IFRS adoption improves the comparability of financial statements (Yip and Young, 2012; De Franco et al., 2011) ; and the higher the comparability of financial statements, the lower the investors' home bias, which is indicated by the increase in foreign mutual fund ownership (DeFond et al., 2011) . All of these arguments and empirical evidence show that one of the mechanisms of the effect of the IFRS adoption on the ownership of foreign institutional investors is obtained through the comparability of financial statements.
By adopting the IFRS, the accounting standards used will be more easily understood by foreign investors and the information provided in financial statements will be of high quality. Implementation of the IFRS will result in greater comparability of financial statements. Further, the reconciliation process needed in analysing the comparability between companies can be accomplished more quickly and accurately. Consequently, there will be a decrease in the cost of processing information and lower barriers to comparability analysis in the investment decision-making process. This improvement will increase the foreign institutional investors' ownership.
Based on the above explanation, it can be argued that the level of IFRS adoption has a positive effect on the comparability of financial statements, and will hence attract foreign institutional investors to increase their ownership. Thus, the second hypothesis is:
H2. The level of IFRS adoption has an indirect positive effect on the foreign institutional investors' ownership through improved comparability of financial statements.
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The adoption of IFRS In selecting countries for the research sample, this study considers the availability of data or access to data sources to measure the level of IFRS adoption as well as its local standards during the observation period. The study also ensures that there are diversities in the strategy of IFRS adoption across countries: European Union countries that adopted IFRS at once in 2005; countries outside the EU that adopted IFRS at once; countries that adopted the IFRS gradually; and countries that have not adopted the IFRS. In addition, the selection of countries also considers diversities in terms of size, the legal system, and level of development. Table I presents a list of 18 countries that meet the selection criteria and are chosen as the research sample.
This study employs companies that are listed on the industrial classification of the Datastream Global Equity Index Hierarchy based on the FTSE's Industry Classification Benchmark level 4, at the sector level. All sectors are included in the sample except for the financial services, insurance, banking, equity instruments, and other financial services sectors, as well as the "unclassified" sector. The financial services sector is excluded due to the specific characteristics of the industry and because it is highly regulated. Firms in the unclassified sector are excluded because this study needs to calculate the comparability of financial statements using peers in the same industry. The unclassified sector may consist of firms from many sectors, and thus the comparability measurement model is not applicable to this sector.
Research model
To test H1, that the level of IFRS adoption has a positive effect on the comparability of financial statements, the research model is as follows:
where Comp it , the comparability of the financial statement for company i in year t, with reference to De Franco et al. (2011); IFRS jt , the level of IFRS adoption in country j in year t. H1 predicts that the coefficient α 1 W0. Based on previous studies by Lang et al. (2010) and Yip and Young (2012) , we employ size (Size it ) and enforcement of accounting standards (Enfo jt ) as control variables. Enfo it is employed to control for differences of the country-level Model 2 is used to test H2 that the level of IFRS adoption has an indirect positive effect on the foreign institutional investors' ownership through improved comparability of financial statements:
FIO is the percentage of foreign institutional investors' ownership in year t.
In Model 2, Comp is an endogenous variable affected by the level of IFRS adoption. The indirect effect of the level of IFRS adoption on foreign institutional investors' ownership (H2) may exist when β 1 W0 and α 1 W0, which implies that the level of IFRS adoption has a positive effect on foreign institutional investors' ownership through improved comparability of financial statements. On the other hand, the model also presents a possibility of a direct effect of IFRS adoption on foreign institutional investors' ownership, which is indicated when α 2 W0. In conclusion, the test on Model 2 is conducted to reveal whether the adoption of IFRS has a direct effect, an indirect effect, or both effects on foreign institutional investors' ownership.
In line with Florou and Pope (2012) , DeFond et al. (2011), and Kang (1997) , we employ the following firm-level control variables in Model 2, i.e., firm size (Size) to control for the difference in size and visibility of the company as an investment destination; ROA, Div, BTM, and leverage to control for the company's fundamental performance, that affects the investors' interest; Return variance (Retvar) to control for investors' risk preferences; audit quality to control for investors' preferences on the quality of firms' auditors, and lag FIO.
We follow Florou and Pope (2012) and DeFond et al. (2011) to include the country-level control variables in model 2. The country-level control variables are: GDPgrowth and GDP/cap, to control for variation in economic development across countries; Gov, to control for variation in public governance across countries. A list of control variables for Model 2 is presented in Table AII in the Appendix.
Measurements of the main variables are as follows.
Comparability of financial statements (comp).
Comparability is measured using the output-based measurement of similarity of accounting functions between companies and is from De Franco et al. (2011) .
De Franco et al. (2011) use stock return as a proxy for the net effect of economic events on the firm's financial statements and use earnings as an important summary of the income statement measure. De Franco et al. (2011) focus on the relation between earnings and returns and measure the closeness with which two firms' accounting functions translate the same economic events to financial statements. The "closeness" of the functions between two firms represents the comparability between the firms. De Franco et al. (2011) argue that if firms have comparable accounting, given a similar set of economic transactions (as reflected in stock returns), firm j should produce similar earnings to firm i. We estimate accounting comparability for each firm i -firm j combination for J firms within the same industry; we then rank all the J values of comparability for each firm i from highest to lowest. The comparability score is the average comparability of four firms' j with the highest comparability to firm i during period t.
Foreign institutional investors' ownership (FIO it ).
The total percentage of foreign institutional investors' ownership is measured using the total market value of shares held by foreign institutional investors at the end of the financial reporting period divided by the total market value at the end of the year. Data are obtained from the Thomson Financial
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The adoption of IFRS Ownership (TFO) database. The coverage of institutional investors used in this study follows Florou and Pope (2012) , namely, mutual funds, pension funds, insurance companies, private equity funds, hedge funds, and venture capital funds. This coverage is more extensive than similar research, that has mostly focussed on groups of mutual funds (Covrig et al., 2007; Yu, 2010; DeFond et al., 2011) .
The level of adoption of the IFRS (IFRS)
. IFRS is the level of IFRS adoption by the country in year t and is calculated from the percentage of the IFRS/IAS that has been adopted by a country and become effective in year t to the total number of IFRS/IAS prevailing at year t. Also, we recognise variations in the implementation of IFRS adoption, and we account for these variations as deductions from the level of adoption score. We follow the Hong Kong ICPA, which defines the following three types of difference[2]: differences in the transitional provisions, in effective date, and in the text. Differences in transitional provision indicate different treatments to adjust the difference of items under new/revised standards and the previous standard that may result in different figures or different presentations of financial statements. Differences in effective date are indicated when a standard is applied on a different date from the effective date set by the IASB. The differences in effective date may result in different figures on the financial statement. Differences in the text are defined as those that are due to differences in accounting treatment due to the exclusion of certain treatments that are not adopted or due to different treatments. For example, for statement of cash flows, a country does not adopt the method of preparing cash flows using the indirect method.
For each country, each IFRS/IAS standard adopted is given a score of 1, else 0. For the standard adopted, if there is one type of difference in adopting the standard, 0.25 is deducted from the adoption score. We assign 0.25[3] for each difference because there is no sufficient justification for assigning different weights of deduction to the three possible differences in IFRS adoption, which are adoption with difference in transitional provisions, adoption with the difference in effective date, or adoption with the difference in text. As an illustration, assume that a country has adopted the IAS 7 Cash Flow Statement. This country excludes an alternate treatment of indirect method in preparing the cash flow statement, so the cash flow statement can only be prepared using the direct method. Therefore, the score given for the adoption of IAS 7 is 0.75, that is obtained from (1-(0.25×1)). Each score for each IFRS/IAS standard adopted in a given year is then summed and divided by the total number of IFRS/IAS standards prevailing in that year according to IASB pronouncements.
The formula is as follows:
where IFRS t , IFRS score in year t for each country; SA it , ith standard adopted in year t; ST it , ith standard adopted in year t with different transitional provisions; SD it , ith standard adopted in year t with different effective date; SK it : ith standards adopted in year t with different text; n, number of standards; and SIFRS it , number of IFRS/IAS standards prevailing in year t.
The adoption of the IFRS is considered to have been enacted when the local standards have adopted the IFRS mandatorily, and the IFRS have been implemented effectively, as announced by the relevant authorities in each country. This study considers the announcement in the period after the occurrence of two important events related to IFRS convergence. 
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The SMO requires IFAC members to make the best effort to realise the implementation of a single set of International Accounting Standards. The momentum of IFRS adoption in the EU and the issuance of the SMO are important landmarks that occurred after the harmonisation of accounting standards at the international level. The harmonisation of the accounting standards began with the comparability project undertaken by the IASC, followed by the IASB in 2001.
This research focusses on the investors' response to the adoption of IFRS. The starting year for IFRS adoption in each country is determined based on a declaration or an announcement from the relevant authorities in each country as to when the adoption of IFRS is effectively applied. The announcement from relevant authorities is seen as the appropriate basis for the argument that foreign investors will use public information from regulators that are considered to have a significant impact on the financial statements. Country years before the effective implementation of the IFRS adoption is coded as 0, as the scores attempt to measure expected benefits from the adoption of the IFRS [4] .
Sources of information used as a basis for determining the year of IFRS adoption are obtained from: jurisdiction profiles issued by the IFRS Foundation on the site www.ifrs.org; "IFRS Adoption by Country", published by PricewaterhouseCoopers, that can be accessed at www.pwc.com; an official statement from standard-setting bodies/authorities; the site: www.iasplus.com, that publishes the adoption of the IFRS in 138 countries and other jurisdictions around the world; the official websites of capital markets; and e-mail correspondence with the relevant personnel in standard setting bodies in each country. Furthermore, all of the information is cross-checked to ensure accuracy and consistency. A list of IFRS or IAS prevailing in year t is obtained from the IFRS book, published annually by the IASB and based on the IASplus website (www.iasplus.com/en/standards accessed 22 April 2014). IFRS standards adopted by countries in year t were obtained from various sources, such as the official websites of standard setting bodies, a publication from the Big Four audit firms, and the accounting standards of each country. Table II presents selected samples and the percentage specified by each country. Table II has not adopted or implemented the IFRS, thus the level of IFRS adoption ¼ 0.00. Each score above shows the level of IFRS adoption per year, which is calculated using the formula:
Results and discussion
Selected samples and descriptive statistics
where IFRS t , IFRS score in year t for each country; SA it , ith standard adopted in year t; ST it , ith standard adopted in year t with different transitional provisions; SD it , ith standard adopted in year t with different effective date; SK it , ith standards adopted in year t with different text; n, number of standards; and SIFRS i, number of IFRS/IAS standards prevailing in year t has not yet announced when these standards will be effectively applied (www.ifrs.org. jurisdiction profile, 2013).
Some countries have adopted the IFRS all at once, using a big bang approach. This approach was carried out by several EU countries, namely, Austria, Denmark, France, Germany, the Netherlands, and the UK. Outside the European Union, immediate adoption was conducted by Australia, Hong Kong, the Philippines, Korea, South Africa, and New Zealand. Some other countries have adopted the IFRS using a gradual approach, such as Indonesia, Malaysia, Pakistan, and Singapore.
Referring to Table III , the maximum score of EU countries is 0.99, which means that EU countries do not fully adopt the IFRS. The European Union has adopted all applicable IFRS standards but has made a few modifications. The relevant authorities in the European Union set these modifications, namely, the European Financial Reporting Advisory Group, that makes modifications or exceptions (carve out) to the application of IAS 39 (www.ifrs. org. jurisdiction profile, 2013).
Korea and South Africa have fully adopted the IFRS with no modifications, which means that these countries apply the IFRS exactly as enacted by the IASB. The IFRS used by Korea is the official translated Korean language version published by the IFRS Foundation. Meanwhile, South Africa uses the official English version of the IFRS, as English is the official language in the country. The Philippines applies adoption all at once, and its score for adoption level for the most recent measurement date of 2012 is 0.99. The Philippines has adopted all IFRS standards but made slight modifications to IAS 39, similar to the EU. Other countries, such as Indonesia, Malaysia, Pakistan, Singapore, Australia, New Zealand, and Hong Kong, have made modifications and some exceptions in adopting the IFRS. These countries still maintain their local accounting standards that are equivalent to the IFRS. These local accounting standards are the MFRS in Malaysia, SFRS in Singapore, AASB in Australia, NZFRS in New Zealand, HKFRS in Hong Kong, and SAK in Indonesia. Table IV presents the average of country-level variables, including the percentage of foreign institutional investors' ownership. Table IV shows that the average ownership of total shares held by institutional investors is in the range of 0.43 per cent (Pakistan) to 20.71 per cent (the UK). Many countries from Asia, including Malaysia, Indonesia, India, and the Philippines, have low average foreign institutional investors' holdings. On the other hand, high averages of foreign institutional ownership are seen for European countries (i.e. the Netherlands, France, Austria, and Germany).
Developed countries generally have low levels of GDP growth and high GDP per capita, while countries in Asia that are generally developing countries have high levels of growth and low GDP per capita during the study period. A public governance index (Gov) is published in the World Bank data catalogue and is measured based on a survey using a method from Kaufmann et al. (2011) . The index ranges from −2.5, indicating the weakest governance, to 2.5, indicating the strongest governance. Most of the sample countries have positive average scores during the period 2003-2012. Countries that have negative averages scores during this period are the Philippines, Pakistan, Indonesia, and India, while countries having relatively high average scores during the period are Denmark and New Zealand. The lowest index is for Pakistan (−1.05), while the highest is for Denmark (1.84).
The level of enforcement of accounting standards is considered important to ensure compliance with the IFRS. As shown in Table IV 
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The adoption of IFRS Table V shows the descriptive statistics for all observations for each variable that is included in the hypothesis testing. We can see that IFRS adoption (IFRS ) has a minimum value of 0.00, which indicates that the IFRS has not yet been adopted, and a maximum value of 1.00, which indicates full adoption of the IFRS, as conducted by Korea and South Africa. The average level of IFRS adoption for all sample countries in the period from 2003 to 2012 is 0.59. The value shows that the average adoption status for all countries during this period is at a moderate level compared to the maximum value of 1.00 (full adoption). The average percentage of foreign institutional investors' ownership (FIO) for all observations is 4.86 per cent. The percentage is higher than DeFond et al. (2011) , who reported an average foreign institutional ownership of 2 per cent. The coverage of institutional investors of DeFond et al. (2011) is narrower than this study since it only covers shares owned by foreign mutual funds. This research has a broader scope since it also includes shares owned by pension funds, insurance companies, private equity funds, hedge funds, and venture capital funds. The percentage of ownership of all observations ranges from 0 to 45.24 per cent.
Hypothesis testing
Results of hypothesis testing for H1 and H2 can be seen in Tables VI and VII. According to the results of the Chow, LM, and Hausman tests, the fixed effects model is the best choice because the random effects model is inconsistently estimated and fixed effects regressions are the most consistent. Further analysis shows that the models have heteroscedasticity problems, which are solved using robust treatments. After assessing multicollinearity using VIF, in which every variable should have a value less than 10, the model is already free from serious multicollinearity problems. The estimation model, presented in Tables VI and VII, significant, with Probability F(stat) of 0.0000, indicating that all independent variables in the model have statistically significant effects on the dependent variable.
Table VI presents the regression result of the hypothesis testing for H1, which shows that the level of IFRS adoption has a positive effect on the comparability of financial statements. values for each model shows a relatively low value of between 1 and 3 per cent. Nevertheless, the relatively low value of R 2 that this is consistent with the results of various previous research related to the comparability of financial statements ranged between 0.6 and 7.3 per cent (Yip and Young, 2012) . Seeing this, the study was relatively acceptable considering this research is research at the company level and between countries. **Significant at α ¼ 5 per cent; ***Significant at α ¼ 1 per cent , percentage of foreign institutional investors' ownership in year t; FIO t−1 , percentage of foreign institutional investors' ownership in year t−1; Size, size of the company, Ln of market value of equity; ROA, profitability, income before extraordinary items/total assets at the beginning of the year; Retvar, volatility of stock returns, standard deviation of monthly stock returns during the year; Div, level of dividend, total dividend/year-end market value of equity; BTM, prospects for growth, book value of equity/market value of equity at the end of the year; Leverage, level of debt, total debt/total assets at the end of the year; GDPgrowth, economic growth, real GDP growth per year; Gov, public governance, worldwide governance index per country per year; Enfo ¼ level of enforcement of accounting standards (modified Brown et al., 2014) per year; GDP/cap: real GDP per capita per year; Comp, level of comparability; Aud, audit quality: 1 for Big Four and 0 otherwise 
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The adoption of IFRS As depicted in Table VI , the coefficient on IFRS is positive and significant (α ¼ 1 per cent), indicating that the level of IFRS adoption has a positive effect on the comparability of financial statements. As a high-quality globally accepted set of accounting standards, the IFRS may improve the comparability of financial statements. Under a principles-based approach, accounting standards consist of broad principles and rely on management judgment in accordance with the current economic phenomena. Therefore, users of financial statements will be able to compare these statements appropriately, and companies that have similar economic activity will report similar accounting figures, while companies that are involved in different economic activities will report different accounting figures. Furthermore, the extensive disclosure required by the IFRS will improve the accuracy of statements and the ability for users to make comparisons between firms. The test result is in line with studies from Barth et al. (2012) , Yip and Young (2012) , and Brochet et al. (2013) , which suggest that IFRS adoption can improve the comparability of financial statements in the sense that the financial information produced will be of higher quality. Additionally, control variables of firm size (Size) and enforcement of accounting standards (Enfo), as expected, have significantly positive effects (α ¼ 1 per cent) on the comparability of financial statements (Comp).
Comparability is measured at the firm level: that is, the average comparability from the four highest firms during the test period. Since there is no specific reason for the choice of how many firms should be included in the set of comparable firms, the test is also performed using the average comparability from the top ten firms. This sensitivity test refers to the 0.0000 n 35,899 Notes: FIO, percentage of foreign institutional investors' ownership in year t; FIO t−1 : percentage of foreign institutional investors' ownership in year t−1; IFRS, level of IFRS adoption; Comp, level of comparability that is influenced by the level of IFRS adoption ( fitted value); Size, size of the company, Ln of the market value of equity; ROA, profitability, income before extraordinary items/total assets at the beginning of the year; Retvar, volatility of stock returns, standard deviation of monthly stock returns for 1 year; Div, level of dividend, total dividend/year-end market value of equity; BTM, prospects for growth, book value of equity/market value of equity at the end of the year; Leverage, level of debt, total debt/total assets at the end of the year; Aud, audit quality, 1 for Big Four and 0 otherwise; GDPgrowth, economic growth, real GDP growth; Gov, public governance, worldwide governance index per country; GDP/cap, real GDP per capita. *Significant at α ¼ 10 per cent; **Significant at α ¼ 5 per cent; ***Significant at α ¼ 1 per cent The regression result to test the indirect effect of IFRS adoption on foreign institutional investors' ownership through comparability of financial statements (H2) is presented in Table VII . Further, to confirm previous studies (Covrig et al., 2007) , Table VII will also show whether a direct effect of IFRS adoption on foreign institutional investors' ownership is also evident. Thus, the regression result in Table VII will show whether the effect of IFRS adoption is direct, indirect, or both. The indirect effect of the level of IFRS adoption on the ownership of foreign institutional investors (H2) will be interpreted based on the results of testing the IFRS variable in Table VI (H1) and the Comp^variable in Table VII (H2). As shown in Table VI , the IFRS variable has a significantly positive effect (α ¼ 1 per cent) on comparability (Comp). In addition, the results in Table VII for the Comp^variable also show a positive and significant effect (α ¼ 1 per cent) on the FIO variable. These results, therefore, lend support to the second hypothesis on the indirect effect of the level of IFRS adoption on the ownership of foreign institutional investors through the improved comparability of financial statements.
These results support the earlier findings by DeFond et al. (2011) on the effect of comparability of financial statements after IFRS adoption on the foreign institutional investors' ownership. The high level of IFRS adoption will be reflected in a high level of comparability of financial statements. In short, this feature will improve investors' decision-making process by reducing their information processing costs, then will increase the incentives for foreign institutional investors to invest. The indirect effect of IFRS adoption on increasing foreign institutional investors' ownership is facilitated by the increased comparability of the financial statements.
In addition, as reported in Table VII , the IFRS variable has a significant and positive direct effect on FIO (α ¼ 1 per cent). The direct effect of IFRS confirms previous studies from Covrig et al. (2007) , Florou and Pope (2012) , and Yu and Wahid (2014) . The test result shows that IFRS adoption, directly and indirectly, increases foreign institutional investors' ownership. This finding suggests that the level of IFRS adoption increase foreign institutional investors' ownership through comparability of financial statements via two channels: direct and indirect. The Size variable has a significant and positive effect at 10 per cent level on FIO, confirming the prediction of institutional investors' investment in big companies. This outcome is consistent with Dahlquist and Robertsson (2001) , Covrig et al. (2006), and Ferreira and Matos (2008) . The Retvar variable also shows a significant and positive coefficient at the 5 per cent level, confirming that foreign institutional investors would be likely to invest in companies with high volatility stock returns to pursue short-term gain from fluctuations in stock prices by utilising their owned information as institutional investors. This finding confirms the previous research by Gompers and Metrick (2001) and Yan and Zhang (2009) . The Div variable has the expected positive effect at 1 per cent level, which shows that foreign institutional investors will invest in companies with a high dividend payout. The result is consistent with Bushee et al. (2013) . Debt level (Leverage) is a significant predictor of FIO but with a negative coefficient (α ¼ 10 per cent), which means that the institutional investors prefer to invest in companies with low risk of default. The Quality of Audits (Aud) variable is also a significant and positive predictor of FIO (α ¼ 1 per cent). Not surprisingly, this result indicates that institutional investors prefer to invest in companies with well-reputed external auditors (Chou et al., 2014) . The ownership of foreign institutional investors in t−1 (FIO t−1 ) has a significant and positive effect (α ¼ 1 per cent) on foreign institutional investors' ownership for this year (FIO). This result confirms the current literature, which suggests that the investors' investment holdings in a given period are influenced by their holdings in prior periods. It is noteworthy that five company-level control variables are significant predictors of foreign institutional investors'
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The adoption of IFRS ownership, namely Size, Retvar, Div, Leverage, and Aud. These findings suggest that foreign institutional investors tend to invest in the companies which are big, have a highly volatile stock return, pay a high level of dividend, own low levels of debt, and hire highly qualified accounting firms (audited by the Big Four audit firms). Moreover, the country-level control variables that have expected significant effects are Gov (positive at 10 per cent level) and GDP/cap (negative at 1 per cent level). This result indicates that foreign institutional investors are more likely to invest in companies located in countries with strong public governance and developing countries with low GDP per capita. These results confirm earlier studies by Aggarwal et al. (2012) and DeFond et al. (2011) . Surprisingly, the GDPgrowth variable represents a significant predictor of FIO at 1 per cent level but with a negative coefficient. The result does not support the study of Aggarwal et al. (2012) , which tries to find the factors that determine foreign investors' holdings. Aggarwal et al. (2012) found that a country's GDP growth positively influences foreign investors' holdings. These contrasting results may be affected by the possibility that foreign investors do not only consider the return growth potential that is usually obtained from companies in high GDP growth countries but also adjusts the return growth with the country risk factor or risk-adjusted return (De Moor et al., 2010) .
Ensuring the robustness of the result, the study conducts a sensitivity test using a different measurement of the level of IFRS adoption that includes all the SIC and IFRIC applicable in year t. We apply the same weight of calculation for the SIC and IFRIC with applicable IFRS and IAS standards, since there is no other justification for determining different weights. The results (not presented here) are consistent with the result of the main test. Another sensitivity test is performed by excluding EU countries from the sample. EU countries, namely, Austria, Denmark, France, Germany, the Netherlands, and the UK, potentially dominate or weaken the results because these countries have adopted IFRS using a big bang approach at the same time since 2005 and have homogeneous characteristics. The results (not presented here) remain consistent with the main test's result.
This study performs an additional test by using dummy/discrete variables in measuring the adoption level of IFRS. This additional test is conducted to show that the measurements of IFRS adoption level used in previous research (e.g. DeFond et al., 2011; Preiato et al., 2013; Tan et al., 2011) were too simple and might result in measurement error. The dummy variable used equals 1 for countries that have adopted the IFRS and 0 otherwise. This dummy variable is constructed using data collected from IASplus (Use of IFRS by Jurisdiction), which was accessed from: www.iasplus.com on 23 April 2014, and also from the accounting standards used in the Worldscope database.
The result (not presented here) indicates that the dummy variable of IFRS adoption does not affect the comparability of financial statements. In addition, there is no indirect effect of IFRS adoption on the foreign institutional investors' ownership. These additional findings are not consistent with the main results. It can be concluded that the measurement of IFRS adoption using dummy variables is less able to capture variations in the level of IFRS adoption. The IFRS dummy variable ¼ 0 ("not adopt") also includes some companies operating in countries that adopt the IFRS with some modifications or that have not yet fully adopted the IFRS, such as Indonesia, Malaysia, and Singapore. Furthermore, the IFRS dummy variable ¼ 1 ("adopt") is less precise in measuring the level of IFRS adoption. EU countries are often referred to as applying full adoption of the IFRS, and thus will be categorised as 1, whereas in reality, they have modified the application of IAS 39, and consequently should not be considered as having implemented full adoption.
Conclusion
The purpose of this research is to examine the indirect effect of the level of IFRS adoption in increasing foreign investors' ownership by testing whether IFRS adoption indirectly 406 ARA 26,3 increases foreign investors' institutional ownership through the improved comparability of financial statements.
The hypothesis tests reveal that the level of IFRS adoption increases foreign investors' ownership through improved comparability of financial statements. The findings show that high levels of IFRS adoption will improve the comparability of financial statements and consequently increase the incentive for foreign investors to invest. The results of this study support previous studies by Yip and Young (2012) and DeFond et al. (2011) . The results also present that the level of IFRS adoption operates through two channels in increasing foreign investors' ownership, i.e. a direct channel and an indirect channel through comparability of financial statements. The sensitivity analysis shows consistent results with the main test. Finally, the present study also provides evidence that using a discrete variable (adopt and not adopt) to measure IFRS adoption neglects the substance of the IFRS adoption implemented by countries that may adopt the IFRS gradually or with some modifications.
This research finds that IFRS adoption results in greater comparability of financial statements that can increase foreign institutional investors' holdings in countries that adopt either a big bang or a gradual approach. Both forms of adoption attract investors and are valued as positive processes in improving the comparability of financial statements that is useful for their decision-making. The results suggest that the standards setting bodies' (IASB) strategy of promoting the IFRS and objectives to develop standards that lead to increased comparability of financial statements has been successful. This research shows that IFRS adoption plays a role in ensuring the quality of financial statements in terms of comparability. It implies that the standard-setting bodies in every country, as examples of responsible institutions regulating the business environment, can be entrusted with a greater role to ensure better financial information quality.
However, the findings of this study need to be interpreted with caution due to certain limitations. Although this research provides detailed measurements of IFRS adoption, this study only looks at three general items of difference in adopting the IFRS. "Differences in text" used in this research have not quantified detailed differences for each of the adopted standards. Therefore, future research could use a more in-depth measurement of the IFRS adoption level that considers differences or exceptions of accounting treatment.
Notes
1. Other mechanisms have been studied, namely, representational faithfulness (Ortega, 2012) , information quality (Horton et al., 2013) and transnational information transfer (Wang, 2014) .
2. These three types of difference refer to the comparison report of the HKFRS and IFRS in Hong Kong, published every six months by the HKICPA on www.hkicpa.org.hk/.
3. There will be four possible conditions of adoption, which are assigned with the same weight. Weight ¼ 1/4 ¼ 0.25; therefore, the range of values for each standard adopted is between 0.25 and 1. Meanwhile, standards that are not adopted are scored 0.
4. This approach is similar to previous studies by Lee and Fargher (2010) , Tan et al. (2011 ), Yu (2010 , and Yu and Wahid (2014) . Their studies have limitations, since they use restricted measurement, as the IFRS adoption is measured by a discrete variable (i.e., adopt or not adopt) and they do not consider countries that have gradually converged and shifted their local standards to the IFRS, such as Malaysia, Indonesia, and Pakistan. Countries that have adopted the IFRS gradually are excluded in their research or classified as non-adopters (denoted by 0). Another limitation is they assign a value of 1 to adopters that may actually not fully adopt the IFRS, such as Australia, New Zealand and Hong Kong. Those countries adjust their national standards in line with the IFRS with some exceptions or modifications.
5. This research employs Stata 12. If there is any missing data for any variable from one observation, then Stata 12 will automatically exclude the observation. Thus, observations processed by Stata already reflect the unbalanced panel data structure.
407
The adoption of IFRS
